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§ 1.7 Securities held in satisfaction of 
debts previously contracted; hold-
ing period; disposal; accounting 
treatment; non-speculative purpose. 

(a) Securities held in satisfaction of 
debts previously contracted. The restric-
tions and limitations of this part, 
other than those set forth in para-
graphs (b),(c), and (d) of this section, do 
not apply to securities acquired: 

(1) Through foreclosure on collateral; 
(2) In good faith by way of com-

promise of a doubtful claim; or 
(3) To avoid loss in connection with a 

debt previously contracted. 
(b) Holding period. A national bank 

holding securities pursuant to para-
graph (a) of this section may do so for 
a period not to exceed five years from 
the date that ownership of the securi-
ties was originally transferred to the 
bank. The OCC may extend the holding 
period for up to an additional five 
years if a bank provides a clearly con-
vincing demonstration as to why an ad-
ditional holding period is needed. 

(c) Accounting treatment. A bank shall 
account for securities held pursuant to 
paragraph (a) of this section in accord-
ance with Generally Accepted Account-
ing Principles. 

(d) Non-speculative purpose. A bank 
may not hold securities pursuant to 
paragraph (a) of this section for specu-
lative purposes. 

§ 1.8 Nonconforming investments. 
(a) A national bank’s investment in 

securities that no longer conform to 
this part but conformed when made 
will not be deemed in violation but in-
stead will be treated as nonconforming 
if the reason why the investment no 
longer conforms to this part is because: 

(1) The bank’s capital declines; 
(2) Issuers, obligors, or credit- 

enhancers merge; 
(3) Issuers become related directly or 

indirectly through common control; 
(4) The investment securities rules 

change; 
(5) The security no longer qualifies as 

an investment security; or 
(6) Other events identified by the 

OCC occur. 
(b) A bank shall exercise reasonable 

efforts to bring an investment that is 
nonconforming as a result of events de-
scribed in paragraph (a) of this section 

into conformity with this part unless 
to do so would be inconsistent with 
safe and sound banking practices. 

INTERPRETATIONS 

§ 1.100 Indirect general obligations. 
(a) Obligation issued by an obligor not 

possessing general powers of taxation. 
Pursuant to § 1.2(b), an obligation 
issued by an obligor not possessing 
general powers of taxation qualifies as 
a general obligation of a State or polit-
ical subdivision for the purposes of 12 
U.S.C. 24 (Seventh), if a party pos-
sessing general powers of taxation un-
conditionally promises to make suffi-
cient funds available for all required 
payments in connection with the obli-
gation. 

(b) Indirect commitment of full faith 
and credit. The indirect commitment of 
the full faith and credit of a State or 
political subdivision (that possesses 
general powers of taxation) in support 
of an obligation may be demonstrated 
by any of the following methods, alone 
or in combination, when the State or 
political subdivision pledges its full 
faith and credit in support of the obli-
gation. 

(1) Lease/rental agreement. The lease 
agreement must be valid and binding 
on the State or the political subdivi-
sion, and the State or political subdivi-
sion must unconditionally promise to 
pay rentals that, together with any 
other available funds, are sufficient for 
the timely payment of interest on, and 
principal of, the obligation. These 
lease/rental agreement may, for in-
stance, provide support for obligations 
financing the acquisition or operation 
of public projects in the areas of edu-
cation, medical care, transportation, 
recreation, public buildings, and facili-
ties. 

(2) Service/purchase agreement. The 
agreement must be valid and binding 
on the State or the political subdivi-
sion, and the State or political subdivi-
sion must unconditionally promise in 
the agreement to make payments for 
services or resources provided through 
or by the issuer of the obligation. 
These payments, together with any 
other available funds, must be suffi-
cient for the timely payment of inter-
est on, and principal of, the obligation. 
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